Corporate Incoms Tax Reduction
The corporate income tax rate was reduced from 24.5% to 20%. The government expects that a reduction of the corporate income tax rate increases the output of capital-intensive sectors and demand for labor.
The new CIT rate became effective as of 1 January 2014. The CIT rate is below the arithmetical average 22.39% within the 28 EU mem-ber states. The range of nominal CIT rates varies between 10-35% among the EU member states.
A provision was enacted to combat tax-planning in relation to the lower CIT rate. If a company's accounting period was changed after 21 March 2013, then a higher tax rate of 24.5% is applied during 2014. This applies despite possible valid commercial reasons. The rule eliminates the possibility of extending of a company's accounting period to fiscal year 2014 and benefitting from the lower CIT rate.
Withholding tax rate on royalties, dividends and interest paid nonresident companies was also reduced down to 20% from 24.5%.
The validity of certain tax incentives was shortened in order to finance the reduction of the general CIT rate. It should be noted that the effective CIT rate was not lowered with 4.5% due to broadening of the corporate income tax base.
R&D Tax Incentive Limited
The tax incentive for research and development provides for an additional deduction in relation to R&D-related salary costs. Limited liability companies and cooperatives may deduct the additional deduction from their business income. The R&D incentive should have been in force until end of 2015. The applicability of the incentive was limited until the end of 2014.
Accelerated Tax Depreciation Incentive Limited
The accelerated depreciation scheme for qualifying industrial buildings and equipment should have been in force until end of 2015. The applicability of the incentive was limited until the end of 2014.
Additional Tax Deduction For Education
An additional tax deduction was introduced for educating and training. Employers may deduct an additional deduction from their business income or agricultural income. The additional deduction amounts to approximately 50% of an employee's salary during the period of time when the employee is being trained. There is an annual maximum of three working days per employee.
Depreciation Rules
The proposed amendments to depreciation of long-term assets were not enacted. Depreciations are still made on the basis of the pooled items.
Cooperatives
Taxation of cooperatives was proposed to be amended. The government withdrew this amendment from the final proposal. However, the government is working on a new proposal to be presented later on.
Entertainment Expenses
Entertainment expenses are linked to customers, business acquaintances or other people who have an impact on a firm's business activities. Entertainment expenses are paid in order to get new clients or to keep old clients or to otherwise promote one's business activities. Usually entertainment expenses consist of restaurant bills, gifts or accommodation and travel expenses.
Entertainment expenses have been up to 50% tax-deductible in corporate income taxation. Entertainment expenses are fully nondeductible as of January 2014. It is feared that abolishment of deductibility of entertainment expenses will have an impact on sales of Finnish hotel and restaurant branch.
Dividends Received by Corporations
Finland applies a participation exemption for inter-company dividends. Dividends distributed by a non-resident company are tax exempt, if the distributing company is mentioned in the ParentSubsidiary Directive or other company residing within the EU/EEA liable to tax at least 10% for its income. Dividends are 100% taxable, if a non-listed company receives dividend distributed by a listed company and if the ownership less than 10%.
Dividends distributed by a non-resident company residing outside the EU/EEA are 100% taxable income. Double tax treaties usually however eliminate taxation of direct-investment dividends.
Interest Deduction Limitation Rule
Interest deductions limitation rule limits deductibility of interest paid both to domestic and foreign companies within a group of companies starting from the fiscal year 2014. The limitation rule in Sec. 18 a of the Business Income Tax Act 4 was tightened so that interest expenses on loans between related parties may only be deducted up to maximum of 25% (previously 30%) of the fiscal EBITDA. The depreciation or appreciation or the final losses on financial assets are excluded from the calculation base.
The limitation is not applied if the total sum of net interest expenses does not exceed EUR 500 000. Should the threshold be exceeded, deductibility of all intra-group net interest expenses is limited unless certain exceptions apply. The limitation does not have an impact deductibility of interest expenses paid to non-affiliated companies.
Distribution From Reserve for Unrestricted Equity ("SVOP")
Distribution from listed companies' unrestricted equity is taxed as dividend as of 2014. The limitation applies also to distributions from the unrestricted equity of unlisted companies. However, the distribution may be taxed as a capital gain if the share subscription price is marked in the unrestricted equity and repayment is made to the particular individual shareholder. The repayment has to be made from the shareholder's capital investment marked in the unrestricted equity. Only the amount corresponding to the original investment is taxed as a capital gain. Any profit distribution is taxed as a dividend.
Investments to unlisted company's unrestricted equity benefit from a two-year transition period. The new rules apply only as of 2016.
Dividends Income Received by a Finnish Resident Individual
Finnish domestic tax law includes different rules for taxing dividends received from listed and non-listed companies. Listed companies refer to companies whose shares are quoted at an exchange in Finland or another country within the European Economic Area. Non-listed companies refer to other companies which are listed at an Exchange. Taxation of both categories of dividends was increased. Taxation of dividends from an unlisted company to individuals: 25% of dividend is taxed as capital income if dividends do not exceed 8% of company's net assets and are not more than EUR 150 000. If EUR 150 000 threshold is exceeded but within the 8% annual yield, 85% is taxed as capital income. Dividends exceeding 8% yield are taxed as earned income up to 75% of that amount.
As for the dividends received by private individuals from listed companies, 85% of dividends are taxed as capital income. Capital income tax rate is 30%. The listed company distributing a dividend payment to an individual will withheld an advance tax of 25,5% (30 x 85) from the dividend. The progression limit for capital income taxation was lowered to EUR 40,000. Capital income exceeding the limit will be taxed at 32% instead of 30% applicable on lower amounts. The listed company distributing a dividend payment to an individual will withheld an advance tax of 27,2% (32 x 85) from dividends exceeding the threshold.
Examples of a Total Tax Burden for Dividends by
Non-Listed Companies
Dividends Not Exceeding the 8% Net Asset Value Limit
Total income 100 000 Corporate Income Tax 20 % 20 000 Dividend 80 000 Capital Income Tax 30 % (32 %) on the taxable part 25 % -6 000 (-6 400) Net dividend 74 000 (73 600) The total tax burden of owner-entrepreneur is 26 % (26.4 %).
The Company Does Not have Net Assets
Total income 100 000
Corporate Income Tax The total tax burden is the same for private individuals who are fully liable to tax on dividends from listed companies. Please note that the progression limit is not taken into account in the second example. The tax burden is EUR 20,960 if the dividend is distributed only to one shareholder.
Case Law of the Supreme Administrative Court
The Supreme Administrative Court issued 202 published rulings in 2013. The rulings are available at the Court's website www.kho.fi.
The rulings are mainly written in Finnish. Published rulings contain short summaries in Swedish.
Ruling KHO 2013:167 concerned the impact of the EU state aid rules on corporate income tax. The ruling was delivered in November 2013.
The issue of fiscal state aids has been discussed in Finnish legal literature after the Court made a CJEU reference in the P Oy case. 5 The case concerned offsetting of losses and granting a dispensation despite an ownership change. The Court asked whether the criterion of selectivity in Article 107(1) TFEU should be interpreted as precluding the dispensation of the deduction of losses in the case of changes of ownership.
According to the CJEU, the Finnish tax regime may be selective within the meaning of Article 107(1) TFEU. The deduction of losses in the case of a change of ownership for the purposes of Sec. 122 (1) of the Income Tax Act 6 is prohibited if more than 50% of a company's capital is transferred.
The dispensation provided for in Sec. 122 (3) constitutes an exception. The Finnish regime may be justified by the nature or general scheme of the system of which it forms part. A justification is not possible if the competent national authorities, so far as concerns dispensation to derogate from the prohibition on the deduction of losses, have a discretion which empowers them to base authorisation decisions on criteria unrelated to that tax regime. The CJEU did not have sufficient information to rule definitively on those classifications.
The Supreme Administrative Court issued its ruling after the CJEU's preliminary ruling had been delivered. The dispensation procedure had not been amended. The Finnish regime constitutes existing' aid. Therefore, state aid rules do not impede issuing dispensations for loss-utilization. Under the current circumstances it is not, ac-5. Case C-6/12, P Oy. 6. Income Tax Act 1535/1992. cording to the Court, relevant whether the authorization procedure as such could constitute state aid or not. The Court ruled that a dispensation for loss-utilization could be issued in the case at hand. The company had continued its business activities after the change in ownership which was based on business reasons.
The outcome of the Supreme Administrative Court was good news for company restructuring in Finland. Administrative courts had frozen handling of many appeals due to the CJEU reference. The dispensation procedure may however be amended so that losses would normally be transferred in situations of change in ownership. The Tax Administration would refuse the loss carry-forward only if it considers that tax avoidance or evasion is involved.
Administrative Court of Helsinki
The Finnish Tax Administration has very wide powers to request information from third parties under the Tax Assessment Act 7 . The Administrative Court of Helsinki delivered a ruling 8 concerning the issue whether a tax consultancy company (Big-four) is under obligation to submit tax memorandums to the Tax Administration upon request. The Court ruled that the tax memorandum was not a basis for tax assessment. Therefore, a third party was not under obligation to submit the tax memo to the Tax Administration. It is likely that the Tax Recipients' Legal Services Unit will appeal the case before the Supreme Administrative Court since the ruling limits the powers of the Tax Administration to get information from third parties.
7. Tax Assessment Act 1558/1995. 8. Decision 14/0038/6.
